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ABSTRACT 

This research aims to examine the effect of return on equity, firm size, and institutional ownership on firm value. The 

population in this study is manufacturing companies listed on the Indonesia Stock Exchange (IDX) for the 2019-2021 period. 

 Based on the purposive sampling method there are 148 final samples from this study. The analytical method used is 

statistical analysis in the form of multiple linear regression tests. 

 The results of this study indicate that Return On Equity (ROE), and Firm Size have a significant positive effect on 

Firm Value, whereas Institutional Ownership does not have a significant effect on Firm Value. 
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INTRODUCTION 

The value of the company always gets special 

attention from investors and the public, they consider 

the value of the company to be one of the keys to the 

company's success 

Now the value of the company can give a 

positive signal to the reaction of investors, especially if 

the value of a company always increases every year. 

With an increase in a company's profits and 

maximizing the value of the company itself, it becomes 

the company's goal where these things are interrelated 

which will ultimately improve the welfare of existing 

shareholders, thus this goal is important for the 

company to carry out its business continuity. The value 

of the company can be reflected by the share price of 

the company 

 

LITERATURE REVIEW 
Signaling Theory 

Brigham and Housten (2011) argue that 

signals or cues are actions taken by companies to 

provide clues to investors regarding what the 

company's prospects are like. 

Some companies sometimes give positive 

signals by increasing the company's debt itself, by 

increasing debt indirectly The health and sustainability 

of the company can be trusted by several parties, one of 

which is the creditor. Credit giving companies certainly 

don't dare to take big risks by providing debt without 

knowing and being sure of what the company's 

sustainability will be like in the future 

 

The value of the company 

The wrong price is a reflection of the value of 

a company, of course, the stock price is not only 

influenced by the company's performance, but several 

factors can influence it, such as the condition of the 

country, one of which is. For example, in 2020, there 

was a covid-19 pandemic where it indirectly had a very 

large impact on the company, which would impact 

stock prices and company performance. 

Husnan (2014) stated that the value of the 

company is the price that is assessed and able to be 

paid by the prospective buyer when the company is 

sold, in other words, the value of the company is the 

estimated price given by the person or prospective 

buyer if the company is sold. 

Suwardika and Mustanda (2017) themselves 

state that if a company has a good value, this will be 

reflected in its share price so that the relationship 

between company value and share price is directly 

proportional.  
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Return on Equity (ROE) 
Henry (2017) provides an explanation where 

Return On Equity is a ratio that can show how much 

the company's equity contributes in generating net 

income per year. Investors tend to look at ROE in 

choosing investments because they are considered 

companies that have good ROE can provide a good 

level of profit as well in the future.  

Company profitability is the main attraction of 

a company because profitability is the result obtained 

through the efforts made by management in its 

operations on the return of funds invested by 

shareholders. Investors will receive the profit which is 

usually paid in the form of dividends either in cash or 

stock dividends where the dividend will increase the 

shares owned by the investor. 

     
          

            
 

Company Size 

A company can be seen in size by showing 

total assets, total sales, total profits, tax expenses, and 

others. Dewi and Sudiartha (2017) state that company 

size is a description of the size of a company that can 

be reflected through the total assets owned by a 

company. Based on the above statement it can be said 

that the size of the company can be measured by total 

assets, stock market prices, and others. In addition, the 

size of the company can also be seen through the total 

sales and average sales of a company. 

Usually, large company size and a company 

that is expected to be able to continue to grow in the 

future can describe the level of future profits, this can 

affect investors' views on the value of the company so 

that it becomes good information and signal for 

investors (Putra and Lestari, 2017). 

 

Company Size = (Ln) Total Asset 

Institutional Ownership  

Institutional ownership is the amount of share 

ownership by institutions, the institutions themselves 

can be like the government, foreign companies, 

financial institutions such as insurance, banks, and 

pension funds contained in the company (Jalestiana, 

2018). 

 

Institutions themselves are usually able to 

control the majority of shares, this is because they have 

greater resources than other shareholders. The 

ownership structure, in this case, is institutional 

ownership in the monitoring role of management, 

institutional ownership is the most influential party in 

decision making because of its nature as the majority 

shareholder, besides ownership institutional is the party 

that gives control over the management in the 

company's financial policies. Institutional ownership is 

the percentage of shares owned by institutions 

(Pasaribu, et al 2016) 

      
                          

                    
 

 

 

Figure 2.1. 

Frame of Thought 

 

 
 

1. The Effect of Return On Equity (ROE) on Firm 

Value 

Profitability as measured by Return On Equity 

(ROE) is able to show the efficiency and effectiveness 

of the use of company assets, where this ratio measures 

the company's ability to generate profits based on the 

use of existing equity. With the effectiveness of 

existing equity management, you will get savings and 

have sufficient funds to run your business. That is, 
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companies that are able to generate good profits will 

have a positive impact on firm value. 

 

2. The Effect of Firm Size (Size) on Firm Value 

The size of the company has several categories 

ranging from small, medium, and large scale. 

Companies that have a large scale basically have more 

total company assets than companies with a small scale 

so that companies with a large scale tend to have 

accounting policies that reduce profits, the smaller the 

profit the smaller the resources issued by the company. 

It concludes that firm size has an effect on firm value. 

 

3. The Effect of Institutional Ownership on Firm 

Value 

The value of the company will increase along 

with the increase in company productivity. Increased 

productivity of the company can be seen from the 

ability of management to generate high profits so that it 

becomes a positive signal for the market and will 

increase stock prices. To reduce agency costs that arise 

in the relationship between managers and owners, the 

level of institutional ownership is increased with the 

hope that every management decision will always be 

controlled and in accordance with the wishes of the 

owner. With an increase in institutional ownership, it 

will encourage management to improve its performance 

so that it will have a positive impact on firm value. 

 

HYPOTHESIS 

H1 : Return on Equity (ROE) has an effect on Firm 

Value 

H2 : Firm Size has an effect on Firm Value 

H3 : Institutional Ownership Affects Firm Value 

 

RESEARCH METHODS 
Population and Research Sample 

The population in this study are manufacturing 

companies listed on the Indonesia Stock Exchange for 

the 2019-2021 period. Sampling was done by purposive 

sampling. The data testing technique uses multiple 

regression. For members of the population who do not 

meet the requirements, are not selected as research 

samples. 

 

Data collection technique 

Documentation, namely the collection of available data 

on the object of research, in this case in the form of 

financial statement documents of manufacturing 

companies listed on the Indonesia Stock Exchange for 

the 2019-2021 period which are downloaded from the 

http://www.idx.co.id/ website and related company 

websites . 

 

Hypothesis testing 

Hypothesis testing aims to predict the magnitude of the 

effect of the dependent variable (dependent variable) 

by using the independent variable (independent 

variable). The estimation of the regression equation is 

as follows: 

 

 
 

DISCUSSION 
1. Effect of Return on Equity (ROE) on Firm Value 

In this study, Return on Equity (ROE) has a 

positive effect on firm value (PBV). The results of this 

study indicate that the size of the ROE value in the 

company affects the value of the company. The higher 

the ROE value obtained by the company indicates the 

company is able to manage its equity optimally so that 

it can increase company profits which have a good 

impact on company value. 

 

2. The Effect of Firm Size (SIZE) on Firm Value 

In this study, firm size (size) has a positive 

effect on firm value (PBV). The results of this study 

indicate that the larger the size of the company, the 

easier it is for the company to obtain funding that can 

be used to achieve company goals. The size of the 

company is large and continues to grow illustrates the 

level of future profits so that. 
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3. The Effect of Institutional Ownership (INST) on 

Firm Value 

In this study, institutional ownership has no 

effect on firm value (PBV). The results of the study 

indicate that the size of the share ownership owned by 

the institution contained in the company is not able to 

be a benchmark for the value of the company. In 

general, institutional ownership plays a role in 

monitoring the company. 

 

CONCLUSION 
This study aims to find empirical evidence 

about research on the effect of Return on Equity, Firm 

Size, and Institutional Ownership on Firm Value 

(PBV). From the results of data research and discussion 

carried out, the following conclusions are obtained: 

1. Return on Equity has an effect on Company 

Value 

The higher the ROE value obtained by the 

company indicates the company is able to manage its 

equity optimally so that it can increase company profits 

which have a good impact on company value. 

2. Firm Size has an effect on Firm Value 

The larger the size of the company, the easier 

it is for the company to obtain funding that can be used 

to achieve company goals. 

3. Institutional Ownership has no effect on 

Company Value 

The size of the share ownership owned by the 

institution contained in the company is not able to be a 

benchmark for the value of the company. 

 

SUGGESTION 
The suggestions from the research to be conveyed are 

as follows: 

1. For the company management, always 

evaluate the company's performance and 

optimize the use of the company's resources 

as well as possible so that the company's 

goals can be realized. 

2. In this study, there are still many 

shortcomings of the test variables which are 

considered very few, it is hoped that further 

research can use and add variables in 

research testing. 

3. For further researchers, it is better if the 

research period used in the study is carried 

out longer with the latest data updates and is 

expected to use samples from the company 

sector so that this research can be 

generalized to all companies in Indonesia. 
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